the FOMC to introduce a new monetary aggregate, shift-adjusted M 1B, which it used to specify its policy directi yes. This article discusses the FOMC's monetary policy-decisions during 1981. The organization is as follows The financial innovations and regulatory changes of 1981 are reviewed, and the impact of these changes on the growth rates of the various monetary aggregates is discussed. Next, the annual policy objectives of the FOMC for the growth of various monetary aggregates are reviewed, and the actual growth rates for the year are compared with the annual targets. Finally, the short-run polic~-directives of the FOMC are reviewed. Several financial developments affitetecl the direction of monetary' policy in 1981. The most important of these were the nationwide introduction of NOW accounts on January 1. the liberalization of interest rate ceilings on small-savers certificates 01) August 1, the introduction of tax-exempt All-Savers Certificates on Octohc'r 1, and the rapid, albeit varied, growth in money market mutual funds (MMNIFs).
assets, such as savings deposits, into NOW' accounts (see table 1 for the composition of the monetary aggregates).
2 As a result of this shift, the FOMC anticipated that measured N-Il B would contain a certain amount of ''hidden sa"ings. Furthermore, until complete, this shift would cause the growth rate of measured Ni lB to overstate the actual growth rate in transactions balances.
Initially, it was estimated that this shift would cause the growth in measnred M1B to overstate the growth in transactions balances by 2 to 3 percentage points •8 In anticipation of this dlevelopment, the Committee stated both its long-run and short-run policy directix'es in terms of shift-adjusted M1B. Shift-adjusted M lB was obtained by subtracting from measured M lB, the estiniaied increase in other checkable deposits (above some expected nontlal growth) that came from sources other than demand deposits.F urthermore, the FOMC anticipated that nearly all ofthe shift into NO\-V accounts from sources other than demand deposits would come from sources inFor a rim ore tletai I i'd ci isetus sio ii of the eonipo Si tion of thte 'nonetary aggregates, see H. W. 1-lafer, ''TIme New Monetary Aggregates. '' this ReGe,c: (February 1980) , pp. 25-31 -1 1t w-'ms assumed that individuals would shift asstcts prmnlarily tnit of tradition al dcinan d cleposits and other intere st-eu riling as stets i rid utietl in M2 into NOW aeeonnts -illus, the growth rates of M2 and M3 woidd he unaffeeteti by these s}nfts -There were two cc astin s liir anti ci pub og shifts out of savi imgs tic' posits i ntcs NOV.' accounts: First, hits st NOW accounts hat! substantial mm in in' timbalance mci pu i-enmci its -Thus, it was assu I'mmcci that i nd i vici, tat would sh ifi part of their savings into NOW accounts to meet these requirements. Seeontf, the New Englant! experience with NOW at:connts indicated that about one-th ittI nfthe flow inttsATS mmd NOW mtceounts had tom'me from savings tie posits -See ''Monetary Fol icy Objectives for 1981'' (Enact! of Governors of the Fetleral Reserve System, 1981). p-4-5; and ''Mtsnetary Report to thc' Congress,'' Pci /d' en! Bc-st ret' B nile ti,m (Xl are II 1981) , ppt95-208. 4 Thc' propsi ,-tion tsf ths' inensale in other c:imeek all Ic ciepo sits I OC Di titat was cm sti mated to have Iseeu sin ftc' ci from mm son rd-es tsthcc tilmmn den iminii deposits was tlete till ined fro in mmml cull mlsec ci f mu ne vs alit! a c-ross-seeti onmil econnraetrie stud iv -It was e stirmmate ci tli at tim t' prdmportion tii OC D di verte ci from son i-cc' s cstl icr than denm aim ci depo sits was between 20-25 pe cent in Jant.mmtrv, and 25-3d) percent thereafter. Sli iR-atijnsted NI lB wmms cmlstained Lw first e 5titilmiting tilts p rnpcirtion of the t:ima flgdc in semi ss 11mm!lv nmm mmdj usted OC D I coal en ti tmf Ui e s-ear I 980, abc ivc' son it-trc' rid gi-ts~vtIl in O(:1) tim at carat' ft-nm,' s tin ree s other thmsmm die mmtriti tiepi isits -The ut. tmk n~m~ctlurmmi S tilt 6 t ln,tt nicinthi csf tht 'c-mm, A m its mit of th t onipli twa sf time ni ijom porimmin isi tht InIt tilt I edt id R t n En mit 1 din out imneci its Sen dlii silmit-mdj m t ci NI lB afit 'tis Jamin in 6 198°Tiic NI I A inc a or~i,l5 droppeti it tlmt till' t mIle eluded in Mt This would cause the growth rate of measured M1B to increase relative to Mt However, the Committee was uncertain about the extent ofthe shift and about the ultimate source of the new NOW accounts, Hence, it was uncertain about the appropriate weighting of shift-adjusted M1B and M2 for policy purposes. This uncertainty was exacerbated by the rapid and varied growth ofthe money market mutual hind component of M2 during the year. 5
The Elimination of the M1A Target
The shift from non-interest-bearing checking accounts into interest-bearing NOW accounts resulted in a substantial reduction in the growth rate of M 1A (currency plus demand deposits at commercial banks). This blurred its meaning, as the proporlion of checkable deposits it represented declined markedly after the first of the year. As a result, the Committee eliminated any reference to the M1A measure from its short-run policy objectives and from its tentative long-run policy objectives for
198t6

The Growth in Non-Transactions Balances
It was believed that the liberalization of interest rate ceilings on small-savers certificates and the introduction of tax-exempt All-Savers Certificates would increase the attractiveness of these components of M2 relative to money market assets that are not included in Mt By the middle of 1981, the Committee was concerned that these regulatory changes, especially the introduction of All-Savers Certificates, would produce shifts from money market assets into these components of M2. The Committeebelieved thatthese changes might cause a rapid acceleration in the growth rateof M2, especially during the fourth quarter of the year, altering the relative growth rates of M2 and shift-adjusted M1B still further. Thus, these regulatory changes also contributed to the uncertainty about the appropriate weighting of shift-adjusted M1B and Mt This uncertainty was heightened by the increase in the income velocity of shift-adjusted M1B during 'See "Record' (April 1981) 
ANNUAL TARGETS FOR 1981
The Full Employment and Balance Growth Act of 1978 (also called the Humphrey-Hawkins Act) requires the Board ofGovernors, each February and July,to transmit to Congress reports on the objectives for growth rate ranges for monetary and credit awegates over the current calendar year and, in the case of the July report, the objectives for the following calendar year as well. The Committee has chosen to establish ranges from the fourth quarter of the previous year to the fourth quarter of the current year. 8 While these ranges must be reported to Congress each February and July, the Act provides that the Board and the Committeemay reconsiderthe annual ranges at any time,' The period to which the annual ranges apply, however, may not be changed. The base period (the fourth quarter ofthe previous year) would remain the same even Ifthe Committee decided to change the desired growth rates of the aggregates for the year, At its February meeting, the Committeeagreed on the desirability of reducing the rate of monetary growth, thereby contributing to reducing the in-7 See "Rec&d" (July 1981), p.S 68 . The Income velocity of money is given by the ratio of nominal ON? to money. It Indicates the number of times each unit of nominal money "turns over in producing this year's final output 'Prior to 1979, the Committee adopted one-year growth rates each quarter, and the base period for the annual targets announced each quarter was brought forward to the most recent quarter. This method resulted in a problem referred to as "base drift" Growth in aggregates above (below) an annual growth range In a quarter would raise (lower) the base level for calculating the next annual growth path. Specification ofannual objectives in terms of calendar year growth rates, which eliminates the base drift problem within a calendar year, does not solve this problem from one calendar year to the next, since new ranges are establisbed from the end of each calendar year. 'At its midyear review ofthe annual ranges, the Committee also established tentative ranges for the monetary aggregates for the next year-measured from the fourth quarter ofthe current year to the fourth quarter of the following year.
flation rate and providing a basis for economic stability and sustainable growth in GI~P.'°The Committee agreed to specify an annual target range for shift-adjusted Ni lB that was 1/2 percentage point below the comparable range fir 1980.11 There was lessagreement, however, on the specification of the growth rate ranges for the broader monetar aggregates.
Ni emhers differed somewhat more in their views concern ng the hroader monetary aggregates, in part because of uncertainty about the potential effects of interest rate relationships on the behavior of the nontransaction component. Reflecting an expectation that growth of the broader aggregates would increase relative to that of the narrow aggregates adjusted for expansion of NOW accounts, a number of memhers favored specification of ranges slightly higher than those for 1980. However, most memhers helieved that sufficient allowance for the possibility of relativel stronger growth of the hroader aggregates would he made by reiterating the 1980 ranges fbr them in association with ranges for the narrower aggregates that were 1/2 percentage point lower than those for 1980. In this connection, it was stressed that specification of ranges rather than prectse rales for growth overthe year inherently provided for some change in relative rates of growth iunong the monetar' aggregates, and that growth of hoth M2 and Nl3 might well he in the upper portioiis of their ranges. Even so, growth of the hroader aggregates would he less than actual growth in 1980. One member p1-cferred to fbcus exclnsivel v on the narrower aggregates. not specifying ranges for the hroader aggregates.' 2
At the end of this discussion, the Committee established the same annual target ranges for M2 and M3 as it had established in 1980. Mrs Teete s d ssented from this a hon because she believed that the specificatmons dop ed for monetary growth over the first quarter were unduly estrictive She preferred specification of higher ratesfor monetary growth over the first qt,iarte consistent with the ranges adopted or monetary growth ove the whole year, in asso iation w th a lower ntermee ing range for the federal funds rate Mr Wallich dissented roam thts action because he p e erred o set a higher rangefor thefedera! funds rate En order to help avoid a repetition of the sha p drop in interest hat had occurred in the se ond quarter of 1980 Mr. Roos dmssented from this action because he believed th t it would tend to prolong unduly the shortfall in g owth of MIA and Mi B from the Comm ttee s ran es to fhe yea In the c cumstances he preferred to reduce the lower limi of the intermeeting range orthefedera funds ate in order to encourage amore prompt pickup in growth of nar owly defined moneta y agg egate Mr Wallich disse ted from this action because he favored speci i atton of lower monetary growth r es f o the period from M rch o June than those adopted atthis meet ng along with a higher intermeefing range to thefederal funds rate In lightof the recent trength of economic activity he believed policy had not been as estr tive as supposed in part because money market n-i ual unds and other sour es of liquid ty had contributed to an increase in the velocity o MiS and tha contmnuatmon of e ce we t ength n activity posed the g ea er danger to th per od ahead Mr Partee dissented from his action be ause in the lmgh of we kening in economic act vity he p eferred to give more emphasis to eduo ng the ri k of a cumula ye sho hall in growth of MiS Acco ngly he favo ed specifica ton of a somewha h gher obj t ye fo growth of M B ove the period of June to Sep ember and without additional weight assigned to the po ential for mo e rapid g owth f M2 n his v ew he hort run beha br o M2 was subject to great un ertainty because o both the vo attle in Iuenoe of money arket mutual funds and the re en DIDC action autho i ing ertamn deposit instruments o be offered a compe tfwe intere a e beg nning August i, M P eedi ente f omthi ac i nb ause asat hep ev'ousmee ing heprefe redtogivemoreemphasi 0 educingtherisk o a cumu! t v decline in thegro th o MiS in ligh o the mdi ations of weaken'ng in economm a tivity Accor 'ng y he fa ored pecifi tion of a some hat gher obje t ye for growth of Mi B over h period from June t September an w thout the addlti nat weight assFgned o the o en ma for o rap! grow h mn M In his view the short run behavior of M2 wa subjec to great n e tamnty ecause o t e v I tOe influ ce of money mar ef mut al and th I be alization of depo ra e oei ing on sma I saver er fica e eginnmng August 1 and the in ro u ti n f ta e empt all savers e t ft a beginning Oc obe i M Walk h d ent d from h s a hon be ause he fav re pe ito on of s mewhat lower rates grow h n the monetary agg e tes 0 the las ree mon h The Committee took particular note of the continuing strength of economic activity in the first quarter, the rise in income velocity of M1B, which it believed posed the risk of pressure for further expansion of money and credit later in the year, and the continuing strength of inflation expectations in deciding to reduce the growth ofthe monetary awegates rather quickly. 2 " The Committee voted for a substantial deceleration in the growth of the monetary aggregates. The target rates of growth of shiftadjusted M lB and M2 were reducedto 443 percent or lower" and "about 6 percent," respectively, for the two-month period from April to June. By the July meeting, the Committee noted that the rapid deceleration in the growth rates of the monetary aggregates that it had voted for in May had materialized. It was reportedthat the growth rate of M2 was reducedto about 5 percent for the May and June periods and that shift-adjusted M1B declined at annual rates of5 percent in May and 10½ percent in June, following a growth rate ofalmost 17 percent in April. This brought the growth rate of shiftadjusted M1B to about 2¼ percent from the fourth quarter of 1980 to the second quarter of 1981, over APRIL1902 1 percentage point below the lower end of the annual range.Ãt the same time, it was noted that the shortlitll in the rate of growth of shift-adjusted MIB was accompanied by an unusually large in--crease in its income velocity. The significance of the relative growth of shift-adjusted M1B and M2 was considered once again.
Meetings in May through August
The shortfall in growth of shift-adjusted M1B in the first half of the year followed relatively rapid growth in the latter part of 1980; and it was accompanied by an usually rapid rise in the income velocity of money, as nominal CNP expanded strongly. In partial explanation, extraordinarily high interest rates in combination with the introduction of NOW accounts on a nationwide basis apparently provided a greater stimulus to intensive management of cash balances than that normally associated with an increase in interest rates. In the period ahead, M1B might behave somewhat differently from earlier measures of transaction balances, because of the sizable volume of deposits earning interest and because of the greater weight of household balances in the total. The behavior ofM2 was likely to be affected to some extent by two recent decisions ofthe Depository Institutions Deregulation Committee (DIDC), effective August 1: one removed rate caps on the 2½-yearsmall saver certificate, enabling the rate to fluctuate with the yield on 2½-yearTreasury securities at all levels; and the other eliminated ceilings altogetheron small time deposits with initial maturities offour years or more. The rapid growth of moneymarket funds appeared to influencethe growth of both Ml and M2, in opposite directions, but the magnitude of the effects was difficult tojudge.Ã t the conclusion of this discussion, the Committee decided to foster the growth of shift-adjusted MlB overthe third quarter that would be fast enough to push the growth of this aggregate toward the lower end of its annual range. Accordingly, the Committee adopted the following short-run policy directive, In the short run the Committee seeks behavior of reserve aggregates consistent with growth of MIB from June to September at an annual rate of7 percent after allowance for the impact of flows into NOW accounts (resulting in growth at an annual rate ofabout 2 percent from the average in the second quarter to the average in the third quarter), provided that growth ofM2 remains around the upper litiiit of, or maces wit/tin, its rangefor the year (italics added)P The Committeeestablisheda growth rate for shiftadjusted M1B that, if achieved, would result in a level ofshift-adjusted M lB just above the lower end of its annual range. This policy directive was reaf-firmed at the August meeting.~However, even this growth path was conditional on the M2 proviso, that is, on M2 remaining about or moving within its annual growth rate range.
By the August meeting, the Committee was concerned that new legislative and regulatory changes were likely to alterthe relative growth paths of shiftadjusted M1B and M2 still further. In particular, it expressed uncertainty about the effect ofthe liberalization of interest rate ceilings on small-savers certificates and the then-pending introduction of taxexempt All-Savers Certificates." It was thought that these developments, especially the All-Savers Certificates, might contribute to a marked acceleration in the growth of M2 during the fourth quarter of the year. 3°S everal Committee members expressed concern aboutrelying too much on M2 in view ofthe potential sources of distortion. At the end of this discussion, the Committee reiterated the short-run objectives it had agreed upon at its July meeting.
Meetings in October through December
At the October meeting, the Committee took particular note of the widening divergence in the behavior of shift-adjusted M lB and the broader monetaryaggregates. It continued to express uncertainty about the impact of the recent legislative and regulatory changes on the relative growth paths of the monetary aggregates. Moreover, it noted that the public's desire to hold transactions balances in forms included in M1B apparently had declined. This was evidenced by the unusually high level of MlB velocity, given interest rate levels. While the Committee generally agreed to seek more rapid growth in shift-adjusted M1B, it disagreed about how much more growth was appropriate and how the aggregates should be weighted.
Committee members agreed on the desirability of continuing to seek more rapid growth in MIB over the remaining three months of 198l,while taking account of the relative strength of the broader aggregates. The observation was made that a pickup in growth of M1B now would reduce the risks ofcumulative contraction in activity, which could well be followed by an excessively rapid recovery and expansion. At the same time, many members expressed the view that very rapid growth of M1B over the few remaining months of the year would contribute to instability and would interfere with achievement of longer-term economic goals. Specifically, such growth most likely would dissipate the gains already made in moderating inflation, exacerbate inflationary expectations, and induce a rebound in interest rates after no more than a temporary decline. Moreover, rapid growth in MIB would significantly increase the risk that the broader monetary aggregates would exceed their ranges for growth over the year by sizable margins, which was a source of concern in light of the uncertainties about the interpretation of the various monetary aggregates in the current circumstances. 31
At the end of this discussion, the Committee decided to give approximately equal weight to shiftadjusted M1B and M2 in developing short-run policy directives, and voted for more rapid growth in M2. This marked the beginning ofthe third phase in policy. The growth rate for M2 was established at "10 percent or slightly higher," at least 1 percentage point above the rate established by the M2 proviso of the previous two meetings. In contrast, the Committee established a growth rate of 7 percent for shift-adjusted M1B for the fourthquarter of 1981, the same short-run growth rate it had established for the third quarter.
By the November meeting, the Committee acknowledged that the downward drift in economic activity, which it had noted at the previous meeting, had developed into a recession. It also acknowledged that there was a modest shortfall in the growth ofshift-adjusted M lB from the 7 percent rate that the Committee had established in October. Committee members continued to agree on the desirability ofseeking somewhat more rapid growth in shift-adjusted M1B and reaffirmed theft October growth path for the narrower aggregate. The growth path for M2, however, was increased to "around 11 percent," despite the fact that M2 was above the upper end of its annual range. Furthermore, it was understood that a faster growth of shift-adjusted M1B than specified in the short-run objective was acceptable.
It was understood that somewhat more rapid growth of M1B, consistent with the objective for ""Record" (December 1981), pp. 908-09.
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gro~vtl-iover the fourth quarter adopted at the previous meeting, would he accepted in the event that transaction demands for money proved to he stronger than anticipated; it was also understood that moderate shortlalls from the growth path would not be unacceptable, particularl if 1)roader aggregates continued to expand rapidly32
At the December meeting, the Committee noted that the growth of both shift-adjusted M1B and M2 had accelerated during November, reflecting the growth of other checkable deposits and the nontransactions components of M2. The Committee continued to express uncertainty about the interpretation of the monetary aggregates.
In the near-term pursuit of the fundamental objective of fostering the financial conditions that would help to rednce inflation and promote recovery in economic activity on a sustainable has is, the Committee continued to face considerable nncertainty about the interpretation of the hehavior of the monetary aggregates. Growth of other checkable deposits (OCD) had picked up sharply in November and early December. (S uch deposits include NOW accounts and ATS accounts at hanks and thrift institutions and credit union share draft accounts.) Moreover, the surge in OCD was accompanied by a renewal of flows into savings deposits at commewial hanks and continuation of substantial flows into in oney market mutual funds, which raised growth of M2 in November to the highest rate so fur in 1981.
Given the volatility of the behavior of the monetary aggregates in the short run, it seemed that the recent spurt might have resulted partly from an expansion of highly liquid precautionary-balances at a time of considerable uncertainty about near-tern, economic and financial conditions, as well as a response to the lower level of marketinterest rates in earlierweeks:~Ã fter considerable discussion over the appropriate growth rates for the aggregates, the Committee decided to set target ranges fir the period November 1981 to March 1982 of "4 to 5 percent" for Ml (previously-measured M1B) and "around 9 to 10 percent" for M2. If achieved, this growth of M2 would produce a level of M2 in March 1982 above a°2 ''Rccord''(januan 1982) projection of the 11 percent growth rate that the FOMC had voted for at the November meeting. Thus, the apparent reduction in the desired growth rate of M2 is really more expansive when "benchmarked" at the November level of M2 (see chart 5).
(I~..NC I U S ioi.c S During 1981, the Federal Reserve achieved a substantial reduction in the rate of growth of NI lB (birth shift-adjusted and unadjusted). Inflict, shift-adjusted M1B grew at a rate substantially below the lower hound of its target range for the year. In contrast, the growth rates of the broader monetary aggregates were more rapid than a year earlier.
Monetary policy decisions in 1981 reflect the Committee's commitment to restrain the growth of the monetary aggregates. However, uncertainty about the effrct of financial developments on the growth rates of shift-adjusted M1B and M2 and on the relationship between these aggregates and economic activity led to uncertainty about which aggregate is most important to control. As a result, the FOMC twice changed its weighting of shift-adjusted M1B and M2 for the purpose of implementing its shortrun policy-directives. During most of the year, the Committee allowed shift-adjusted M lB to grow below the bottom of its annual target range when M2 grew within or at the top of its range. In the fourth quarter of the year, M2 was permitted to exceed the top of its-annual range when the Committee increased the priority for a faster growth of the narrower aggregate in response to declining economic activity.
Thus, it appears that the most significant question formonetary policymakers in 1981 was which monetary aggregate to control in a financial environment marked by innovation and regulatory change. The impact of such developments on the growth rates of the monetary aggregates, and the relationship between the aggregates and economic performance will undoubtedly be significant policy-issues in 1982.
Appendix: Summary of Discussion at Committee Meetings
AYi4hr~4Urij~5-f Mi1ei:in>-Ĩ n their discussion of the economic outlook and situation dluring this meeting, Committee members disagreed on the expected path of real output and unemployment for 1981. However, all members anticipated a somewhat higher inflation rate for 1981.
At this meeting, the Committee completed a review of the long-term growth rates of the monetary' aggregates for the period from the fourth quarter of 1980 to the fourth quai-ter of 1981, as mandated by the Full Employment and Balanced Growth Act of 1978-This discussion began at the December 1980 meeting Members of the Committee agreed that, in light of their long-standing goals of contributing to a reduction in inflation and providing a basis fbr the restoration of economic stability and growth in real output, a further reduction in the ranges for monetary growth was appropriate. However, there was concern that the impact of the nationwide introduction of NOW accounts on December 31, 1980, as authorized under the Monetary Control Act of 1980, had changed the relationships among the measured growth rates of the monetary-aggregates.
It had been anticipated that shifts into NOW accounts would significantly reduce the growth in M1A and enhance the growth of M1B. However, the experience during the first few weeks in January revealed much larger shifts than anticipated. It was generall~'concluded that estimates of the impact of such shifts on the measured growth rates of the two monet;u-v aggregates could he only-tentative due td) the size of and uncertainty about the ultimate source of the funds. Nevertheless, the Committee, abstracting from the NOW account effects, specified ranges for M 1A and NI 1B, one-half percentage point below the 1980 ranges. Considering the objectives fur monetary growth for the intermeeting period, the Committee took particular note of the fact that 1)0th Ni IA and M lB had fhllen below their 1981 growth paths during the December-January period. It was generally agreed that open market operations should be directed toward a gradual restoration of the growth in N-hA and Nil B, adjusted for NOW 7 account effects. Almost all members were willing to accept the continuation of relativel slow growth in relation to the ranges for 1981, at least through March, in recognition that it would generally compensate for the rapid growth during the fourth quarter of 1980, which carried growth for the year slightly-above the upper bounds of the ranges.
Thus, the Committee decided to seek growth rates in M1A and N-JIB that would gradually bring these aggregates within tlieir annual target ranges, with the provision that the Chairman would be notified ifa range for the federal funds rate of 15 to 20 percent appeared to be inconsistent with the monetary and related reserve paths.
Late in February, data on N-I IA and NI lB. after adjusting for NOW account shifts, indicated these aggregates were growing at rates well below those consistent with the policy-directive. Simultaneously', the growth in M2 and N13 was stronger than anticipated-Also, the federal funds rate had declined to around the 15 percent level. Asaresult of a telephone conference on Fc-,bruary 24, the Committee adopted the following modification to its earlier policy directive:
In light of the relatively-strong growth of M2 -and M3 anrl the s uhstantial easing recently in money market conditions, as well as uncertainties ahout the interpretation of the behavior of Nil, the Committee on Fehruary-24 agreed to accept some shortfall in growth of NI 1r~and NI 113 from the specified rates in thidomestic policy dlirecti'-t-adopted or, F'ehruary 3 as consistent with developments in the aggregates generall~and the objectives fur the year. lstofthem mb s-os gp itson -nl~ns-g e ite "Th Com itt also sp ifiedi te n' t g d ss t comi ients u g fo th f ci nlfi n I rate, Die crass e proxsde 9) 4-Ic c ipt 0 ml an-c a tio i at d sib ation tb n 1-n sb nt g onsltittosl ss. n n-i h--. a is lhtxc-nth iltrlx mit-tin -xx hen ' r it ipp -i thit flu tmi t withi -chidul d e tings tIm speiflel g spis gnolss nt tht obj tis-sb th b tvt of h on ti tgg g-t Tb A con f 'il-tn-'er h-i. th njor rc pouch bts 
Organization of the Committee in 1981
8h.i.rch~ii %~1eeting
The Committee's d!iscssssion of policy for the immediate future focused on two interrelated issues: the cIt-sired rate of growth of narrowly defined money, and the appropriate weight for i-I2 in implementing policy. It was suggested that the slow rateof grosx'th ofM lB during the early months of the year might he a misleading indlicatar of the growth rate of transactions balances over this period. It was argued that some part of mon -wmarket mutual funds might be regarded as transactions balances. Thus, the rapid growth in thes-~fnnds might indicate a faster growth in transactions balances than the growth rate of measured Ni lB would show.
The Committee also noted! that shifts into money market accounts would probably-continue to distort the growth of i-I lB to an unpredictable extent. Titus, the Committee agreed to the followismg change in procedure:
in ex-alnating the behavior of the aggregates, it n-as agreed that greater si-eight than I -fbrc would he given to the behavior of N12.
2
On M,ay-6, the Comntittee held a telephone conference. Available data showed a sharp increase in the rate of growth of NI 1B, pushing it to about the midpoint of the 3~/2 to 6 percent range established for 1981. The growth of~vI 2 hat! decelerated slightly in April; however, it continued! to expand at a relativel rapid! rate. Simultaneously--, it was reported that the reserves suppliec! through open market operations deebined substantially', putting strong pressure on banks' reserve positions. As a result, borrowings front the Federal Best-rye inereaseci sharply' in late April and! early' N-Lay-, the federal funds rate increased front h3 to 14 percent and! the surcharge was increasec! from 3 to 4 percent, effective May-5. Due to tIme short time before the next regularly' scheduled nmeeting an May-18, the Conimittee agreed to maimslain time short-rim objectives for monetary-growth established at the Nlarch 31 meeting.
The staff projections presented! at this meeting indicated that time sharp upturn iii real CNP that occurred in the first quarter of the y-ear would moderate over the rest of 1981. Hots-ever, a number of Committee mmmemnhers expressed tIme opinion that time expansion ims ecommomnie activity over the remainc!er of the year was likely to exceed earlier expeeta-2'~Reedtrdl~one 1981), p. 501.
lions. It was generally' agreed! that there was a need! to reduce the growth rates of the monetary--aggregates quickly in order to maintain a postune ofmnonetarv restraint.
In coils idering objectives for monetary grosxtlm ox-er tIme remainder of the quarter, tIme-members irs general agmeed that a posture of restraint needed to be maintamed. They-generally-agreed with the view that it was particularly important to r -chsee growth af the imlonetary--aggregates rather quickly, and initial tlfiferenees in vies-vs concerning the precise specifieations for monetary gross-tIm were relatively narrow, in tIme discuss ion a rsnlnher of points were emphasized. Thus, the Committee reduced the short-run growth rate ranges rallier sharply' from the levels established at the N-larch 31 meeting.
In the short rust the Committee seeks behavior of reserve aggregates consistent witlm a s sibstantial deceleration of growth in NI lB from April to June-to an annual rate of 3 percent or lower, after allowance for time ismmpac-t of flows i smto NOW accounts, and with growth in M2 at an annual rate of about 6 perec-nt. The slmortfal I in grots-th of NI lB fi-oum the tss-tm-nsosmth rate specified above xvonld be acceptable, us liglmt of tIme rapid gross-tll ut April and time ssbjectixe adopted by the Comnlittee aim N-las-eli 31 for gross--tIm frons Niardil to June at an anslual rate of 5½percent or sonmewbat less. 4
In aceardasmee with the provisiasms of the Full Employment anc! Balanced Growth Act of 1978, tIme Commit ittee recosm 51 dere d its long-term growth ranges for the monetary-aggregates front time fourth quarter 1980 to time fourth quarter 1981 and gave preliminary-consideration to its long-nun ranges for the fourth quarter 1981 to the fourth quarter 1982. It cited the recent unexpected strength in the econoimmy ammci the steed! to reduce the rate of inflatiamm as time prmmany easmsiderations that ismfluenced its choice of long-nan ranges.
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Anmdmstg the ssslcertaismties isl questiosm svere time fmsrtimer isslpaet dism Ni2 (mf time liberalizatioss of interest rate ceilings oil small saver certificates, time contimmssislg attractis-esmess of mommey market mnutsmal fismtdls, ammd time exteslt ttm ssimic-im pay-nmemmts to stockimoiciems as a res smit of recent mmmergem actis--ities were hei s~gismt'csted! in nontmasmsactiosm-type steeousmmts incliscieci in M2, Es-test snore dlsfficult tti assess si'as time impact af time i smtrodtsction of tax exesnpt "all sat-er'' certificates on October 1, 1981; timose certificates eoui ci well eos~-tribute to a nmarked aceeleratiasm in N12 gross-tim cissmismg time fourtil quarter. but imm time-iimterimmm slmeasured Nl2 ssmight bee artificially ioss'ereci to tht exteslt timat fuslds cam-marked for imms-estmllc'slt ins tilese ness ismstrsinmeslts svere imeing tesnpom-armiv aecussn slated 1 itt ri-jim ircimase agreements ssitim Octobter I snaturities, 8
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ins time silort 0155 tile Conlmnitte-e c-ommtiimues to seek beim as-i tim of mt-sterye ag gregates ctm its is tc-smt cii til grow-tim of Ni lB f-onm J sine to Sc-ptesmsbe-r at~ssl aslslssai rsmte mf 7 miercesmt after allowance fcmr time impact of flows ismto NOW accous,mts (resulting in gross-tim at an ansmsmal rate of abosmt2 percent fiammm time-average-its time secoslcl qtsarter to the average-us time third qssartem), There was a general consensus that real GNP was drifting downward and would likely continue to follow this general path into mid-1982. It was noted that a more rapid expansion of MIB growth would reduce the risk of a cumulative contraction in real economic activity. However, many Committee members expressed concern that too rapid expansion of M1B over the remaining months of the year might exacerbate inflation expectations, thus dissipating gains in moderating inflation made so far during the year. It was feared that this would cause interest rates to rise after no more than a temporary decline.
November 17 Meeting
There was a general consensus among Committee members that the downward drift noted at the October meeting had developed into a recession. The weakness in the economy had begun to spread and intensifr, However, it was thought that the scheduled reductions in federal income taxes, the projected increase in expenditures for national defense and falling interest rates would generate an upturn in economic activity sometime in mid-1982.
At the same time, the Committee remained concerned thatinflationary tendencies remained strong. It was emphasized that inflation expectations would have a significant impact on long-term inter-"Recoth" (December 1981), p. 909. est rates and, thus, the ability of the economy to sustain a recovery. Thus, the Committee decided to pursue a somewhat more rapid growth of M1B provided the broader aggregates did not expand too rapidly.
Committee members continued to agree on the desirability of seeking somewhat more rapid growth in M1B, while taking account of the relative strength ofthe broader monetary aggregates. At the same time, however, questions were raised about how aggressively more rapid growth in M1B should be pursued in the short period before the end of the year. The view was expressed that objectives for growth of M1B over that interval should take account of the desirability of a smooth transition to the targets for monetary growth tentatively established for 1982 as well as the relatively rapid growth in the broader aggregates. While recognizing the variability of demands for money over the short run, many members thought that an aggressive effort to stimulate MLB growth over Novemberand December ata pace sufficiently rapid to compensate for the shortfall in October would interfere with achievement oflongertenn economic goals and would risk overly rapid expansion of money and credit in later months, particularly if the effort were accompanied by the precipitous decline in short-term interest rates to levels that might not be sustainable. Such a decline in short-tenn rates could exacerbate inflationary expectations and abort a desirable downtrend in bond yields and mortgage interest rates. . . . It was understood that somewhat more rapid growth of M1B, consistent with the objective for growth over the fourth quarter adopted at the previous meeting, would be accepted in the event that transaction demands for money proved to be stronger than anticipated; It was -also understood that moderate shortfalls from the growth path would not be unacceptable, particularly if broader aggregates continued to expand rapidly."
The range for the federal finds rate was narrowed to 4 percentage points, 11 to 15 percent
December 21-22 Meeting
In the Committee's discussion of the economic situation and outlook, the consensus was that real GNP was declining substantially in the currentquarter. It was observed that the risk offurthersignificant contraction in the automobile and housing industries appeared small. Furthermore, it was noted that the already legislated income tax reductions were likely to contribute to an upturn in economic activity by the middle of 1982.
With respect to the monetary aggregates, It was noted that shift-adjusted M1B had expanded in "R~i~cJ" (January 1982), p. 41-42. above thelevels established at the previous meeting. Nevertheless, the growth of shift-adjusted M1B from the fourth quarter of 1980 to the fourth quarter of 1981 was about 2 percent, about 1½percentage points below the lower end of the annual range. Growth in M2 for November was at the highest rate thus far in 1981, reflecting a surge in its non-transactions component in addition to the recent strength in M lB. Growth over the year was estimated atabout 9½ percent, somewhat above the upper bound of its annual range.
In discussing the near-term policy objectives, the Committee noted that its fundamental objective is to foster financial conditions that would help reduce inflation and promote economic recovery on a sustainable basis. However, the Committee continued to face considerable uncertainty about the interpretation of the behavior of monetary aggregates and, therefore, the desired growth rate.
Growth of other checkable deposits (OCD) had
picked up sharply in November and early December. (Such deposits include NOW accounts and ATS accounts at banks and thrift institutions and credit union share draft accounts.) Moreover, the surge in OCD was accompanied by a renewal of flows into savings deposits at commercial banks and continuation of substantial flows into money market mutual finds, which raised growth of M2 in Novemberto the highest rate so far in 1981. Given the volatility ofthe behavior ofthe monetary aggregates in the short ran, it seemed that the recent spurt might have resulted partly from an expansion ofhighly liquid precautionary balances at a time of considerable uncertainty about near-term economic and financial conditions, as well as a response to the lower level of market interest rates in earlier weeks.
Some members stressed the desirability of specifying growth rates for both Ml and M2 for the four-month period that would be within the ranges that had been tentatively adopted for 1982, partly with a view to avoid any possible misunderstanding ofthe Committee's objectives in the period before completion of the review of its growth ranges for 1982. Other members stressed the importance of avoiding an abrupt deceleration of monetary growth in the first quarter of 1982, particularly if accompanied by upward interest rate pressures, because such developments might well hamper recovery in economic activity. A number of members were willing to accept relatively rapid growth in the period ahead, to the extent that it reflected a continuation of the recent behavior of other checkable deposits and this might reflect expansion in its sizable savings componentt 2 At the conclusion of this discussion, the Committee established growth rates for Ml and M2 of 4 to 5 percent and "around 9 to 10 percent," respectively. 
